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KEY ECONOMIC INDICATORS 
(All Values in US$ Million) 


GNP at Current Prices 

GNP at Constant Prices 

Real Growth Rate 

Per Capita GNP (US$) 
Industrial Production Growth 
Labor Force (thousands) 
Unemployment 


Money Supply 

Increase in Money Supply 

Increase in Private Sector 
Liquidity 

Inflation (CPI growth for 
Peninsula Only) 

Commercial Prime Rate 


Balance of Trade Account 
Balance of Current Account 
Balance of Capital Account 
External Debt Service Ratio 
Foreign Reserves 


Commodity Exports: 


Petroleum 

Rubber 

Sawn Logs and Timber 
Palm Oil 


Gross Exports 

Exports to U.S. 

Gross Imports 

Imports from U.S. 
U.S. Share in Imports 


Source: Ministry of Finance, Economic Report, 1981/82 
Marco Inter-Agency Planning Group. 


Exchange Rate: US$1 = M$2.25; 1981 figures are estimates, 
1982 figures are projections. 





SUMMARY 


The world recession slashed foreign demand for Malaysian 
exports and resulted in slower growth for Malaysia in 1981. 
While enviable by international comparison, Malaysia's 6.9 
percent real growth, 9.6 percent inflation, and balanced 
merchandise account in 1981 represent a deterioration from the 
halcyon years of the 1970's. The new administration of Datuk 
Seri Dr. Mahathir has sought to continue the rapid pace of 
development through expansionary fiscal policy and 
implementation of several heavy industry and infrastructure 
projects. Malaysia has also achieved considerable success in 
diversifying its production and export patterns, and 
manufactured goods (including semiconductors bound for the 
U.S.) and petroleum are now Malaysia's two leading export 
items. Nonetheless, Malaysia is still dependent on commodity 
exports, and is the world's leading supplier of rubber, palm 
oil, and tin. Reduced commodity prices in 1981 were the weak 
link in the domestic economy. Other difficulties included 
labor shortages and the need for large foreign borrowing by the 
government to finance the new industrial projects. The 
Government of Malaysia (GOM) is proceeding with the New 
Economic Policy, a 20-year program to expand economic 
opportunities for bumiputras (ethnic Malays and other 
indigenous races), and is flexibly enforcing general 
guidelines. The Fourth Malaysia Plan (1981-85), announced in 
March 1981, forecasts an expanded role for private enterprise, 
promotion of heavy industry and resource-based manufacturing, 
and expanded GOM efforts in the poorer regions of Malaysia. 
While the growth picture for 1982 is clouded by the continuing 
recession in the OECD economies, Malaysia's long-term 
development outlook remains bright. 


The U.S. is a leading source of foreign investment in Malaysia, 
with total investment of about $2.0 billion, and supplies 14.5 
percent of Malaysian imports, second only to Japan. 

Substantial opportunities exist for expanding U. S. investments 
and trade in Malaysia. The U.S. Department of Commerce is 
planning an active schedule of trade promotion events to assist 
U.S. companies in their marketing efforts. 


Slower Growth in 1981 


1981 was a year of substantial albeit slower growth for 
Malaysia. A 6.9 percent real growth rate was the result of 
continued private domestic and foreign investment, expansionary 
GOM fiscal policy in pursuit of development, and residual 
strength in an economy which is not only the world's leading 
supplier of rubber, palm oil, tin, and pepper, but is also 
developing a solid manufacturing base. Still, 1981 growth 
slipped below the 8 percent average for the previous decade. 





Malaysia's trade-oriented development strategy was shaken by 
the world recession, which cut foreign demand for Malaysian 
exports, brought about the nation's first merchandise trade 
deficit, and increased the current account deficit from $241 
million in 1989 to $2.5 billion in 1981. As Malaysia exports 
half of its production and imports half of its consumption, 
these effects were pervasive. 


Full Speed Ahead on Growth 


The GOM's aggressive fiscal policy helped blunt the 
recessionary impact of reduced foreign earnings in 1981. 
Government spending was up 14 percent over the record high 1980 
budget, including a 23 percent hike in development spending. 
The new government of Datuk Seri Dr. Mahathir, which assumed 
control in July 1981, has projected an image of dynamism and 
efficiency in the economic field. The government appears 
dedicated to expanding Malaysia's industrial base, using Japan 
and South Korea as models. It is implementing or considering 
numerous heavy industry and infrastructure projects, including 
sponge iron plants in Sabah and Trengganu, large hydroelectric 
projects in Sarawak, numerous port and highway improvements, 
and several petroleum and natural gas projects. These projects 
are generally contracted out to foreign firms on a turn-key 
basis. In addition, the GOM has continued to pursue its 
long-term goal of gaining control over its primary resources, 
highlighted by the acquisition of Guthrie Rubber Estates in 
August 1981 by the government-controlled National Equity Trust 
(PNB). The new administration's pragmatism has been reflected 
in efforts to eliminate unproductive subsidiaries of the State 
Economic Development Corporations. 


Growing Pains: Foreign Borrowing, 


This growth orientation has engendered some problems, however. 
In order to finance the new industrial projects in this period 
of foreign exchange shortfalls, the GOM has had to borrow 
abroad at an unprecedented rate. During 1981, the GOM 
negotiated loans totaling about $2.2 billion, including $800 
million for the Bintulu project, $700 million for general 
development, and $225 million from the IMF Compensatory 
Financing Facility. It is a measure of foreign confidence in 
Malaysia's future and the desire of foreign bankers to 
participate in that future that these loans were quickly and 
fully syndicated at very attractive terms (generally 3/8 
percent above LIBOR). Despite these new loans, Malaysia's debt 
service ratio remained at a low level of about 2.6 percent 
through October 1981. 





An additional problem is inflation, which rose to 9.6 percent 
in 1981 from 6.7 percent in 1980. In addition to the effects 
of foreign borrowing, inflation derived from a 17 percent hike 
in the price of imports, and bottlenecks in the productive 
sector caused structural inflation. The industrial belt of the 
West Coast, including Kuala Lumpur, Penang, and Johor Bahru, 
has been seriously affected by increases in public utility 
rates and wage demands. The Central Bank has sought to control 
inflation through relatively tight monetary policy, the money 
supply growing by about 13 percent during 1981. 


Growing labor shortages are also appearing as the economy 
demands more managerial, skilled, and semi-skilled workers. 
The agricultural sector, which provides the primary source of 
employment, is facing labor shortages as workers are lured to 
better paying factory positions and more attractive city life. 
The lack of technical skills necessary for implementation of 
the large industrial projects has forced the GOM to rely 
increasingly on foreign contractors. 


Diversification: Manufactured Goods and Petroleum 


Malaysia has achieved considerable success in diversifying its 
production and export patterns. Manufactured goods are now 
Malaysia's leading export category. Over one-third of 
Malaysia's $2.6 billion manufactured exports in 1981 were 
electronic goods assembled in the Free Trade Zones by foreign 
firms, including virtually every major U.S. electronic firm. 
Malaysia is now the second leading supplier of semiconductors 
to the U.S., behind only Japan. Manufacture of other 
electrical and electronic goods, textiles, timber-based goods, 
and food products has also grown by impressive rates in recent 
years. Even for manufactures, however, declining Western 
demand resulted in an increase of exports of only 7 percent in 
1981 (compared to recent annual growth rates of about 30 
percent), including an absolute decline of 18 percent in 
exports of semiconductors. 





Petroleum has been Malaysia's leading growth sector since the 
mid-70's. With an average production of 250,000 bpd in 1981, 
coming from off-shore wells off the East coast and the Borneo 
states of Sabah and Sarawak, petroleum earned Malaysia about $3 
billion. Net petroleum exports (i.e., exports minus imports) 
totalled $2.1 billion. Production occurs under a production 
sharing agreement between the Malaysian petroleum firm Petronas 
and contractors ESSO and Shell. With proven reserves of 2.5 
billion barrels, Malaysia estimates that it will remain a net 
petroleum exporter through 1991/2. 


Malaysia has also moved rapidly to exploit its natural gas 
deposits, estimated at 36 trillion cubic feet. The $1.4 
billion Bintulu LNG plant should begin exporting to Japan in 
January 1983, and will eventually earn $1.2 billion per year in 
export earnings. Gas deposits off Sabah and Trengganu will be 
used for electricity generation, and may fuel heavy industrial 
projects such as sponge iron plants, a cold-rolling steel mill, 
and a copper and/or aluminum smelter. 


Commodity Prices: A Weak Link 


Despite this diversification, Malaysia's continued dependence 
on commodity exports makes it vulnerable to world market price 
fluctuations. In 1981, commodity prices remained the weak link 
in the domestic economy. Slack foreign demand brought about a 
year-long decline in export prices of 12 percent for rubber, 10 
percent for saw logs, and 7 percent for tin. Petroleum prices 
increased by only 7 percent, compared with huge hikes in 1979 
and 1980. Palm oil prices increased by a scant 2 percent. 


At the same time, export quantities of petroleum and timber 
declined as a result of conservation measures. Diminishing 
returns in the production of tin and rubber also reduced export 
guantities for these goods. This resulted in the first decline 
in export value since 1975, in marked contrast to increases of 
42 percent and 16 percent in 1979 and 1980 respectively. Total 
exports were $12.39 billion. 


On the other hand, Malaysian imports increased by 19.5 percent 
in 1981 to $12.45 billion, the result of the rising price of 
imports, increased imports of inputs for large industrial 
projects, and expanding demand for consumer durables. In 
addition, Malaysia suffered a $2.4 billion deficit in the 
services account, primarily the result of payments for 
insurance and shipping. The overall current account deficit 
was an estimated $2.5 billion. 





The effect of commodity price declines on relatively poor 
rubber smallholders and gravel pump miners has focused 
Significant GOM attention to developments in these sectors. 
Malaysia and the U.S. are participants in international price 
stabilization agreements for rubber and tin. Although the 
International Natural Rubber Organization, headquartered in 
Kuala Lumpur, is still in the early stages, it is expected to 
contribute to long-term price stability for rubber and 
encourage increased cultivation and tapping. The U.S. has 
cooperated extensively with Malaysia and other producer nations 
in establishing INRO. In the tin sector, negotiations for a 
Sixth International Tin Agreement, to take effect when the 
current agreement expires in June 1982, were concluded in June 
1981. After an extensive inter-agency review, the U.S. 
Government elected not to participate in the new agreement. 
This stance was a considerable disappointment to the GOM, 
although the United States has expressed the desire to continue 
to cooperate on issues of common concern to tin consumers and 
producers. 


New Economic Policy: Building a Solid Base for Future Growth 


In 1971, the Malaysian Government adopted the New Economic 
Policy (NEP), a twenty-year program designed to expand equity, 
employment, and educational opportunities for the economically 
disadvantaged bumiputras (ethnic Malays and other indigenous 
races). The program does not seek to transfer wealth from one 
group to another, but rather to channel a greater portion of 
future growth towards the bumiputras, with a minimum of 
dislocation to the private sector. A key NEP goal is that by 
1990, bumiputras will control 30 percent of the corporate 
equity, other Malaysians control 40 percent, and foreign 
interests control no more than 30 percent. This contrasts with 
a 4/34/62 breakdown respectively in 1971. Considerable 
progress has been achieved, both through the purchase of 
private firm shares by COM agencies on behalf of bumiputras, 
and as a natural result of the spread of economic progress 
throughout the population. Another NEP goal is that the 
employment structure should reflect the national ethnic 
composition. This translates into increasing opportunities for 
bumiputras in managerial and technical positions. 


The GOM is firmly dedicated to NEP goals, and recognizes the 
role played by foreign investors in achieving the economic 
growth on which the policy is based. Regulations requiring 
adherence to NEP guidelines have been flexibly enforced. 





Foreign firms have generally come to accept the NEP as a 
reality in doing business in Malaysia, and recognize that 
achievement of NEP goals is vital to maintaining a favorable 
environment for their commercial activities in Malaysia. 


The Fourth Malaysia Plan: Building on Past Success 


The Fourth Malaysia Plan (1981-85) was announced in March 

1981. In testimony to Malaysia's past economic success, the 
plan seeks to "maintain the momentum of development." The plan 
forecasts public development spending of $18.6 billion for 
1981-85, including $9.9 billion for the economic sector, $4.1 
billion for security, and $2.8 billion for social projects. 

New aspects of the plan include: (a) a substantial increase in 
private investment, while GOM spending declines in real terms; 
(b) promotion of heavy industry and resource-based 
manufacturing, with an implied shift away from labor-intensive 
industries; (c) a large hike in security spending, as the armed 
forces move from concentration on counter-insurgency towards a 
more conventional defense capability; (d) efforts to encourage 
development in the less-developed East Coast and Borneo states 
through dispersion of industrial projects and expanded rural 
development; and (e) a relaxation of the conservation-minded 
petroleum policy. 


Outlook for 1982 


With a stable government dedicated to national development, a 
broad export base, and a strong recent growth record, 
Malaysia's future development prospects remain bright. 

Malaysia should remain one of the most attractive nations in 
East Asia for trade and investment. Nonetheless, Malaysia is 
highly dependent on the OECD economies, which purchase over 
half its exports. Malaysian development strategy assumes that 
these economies will regain their momentum by mid-1982. If 
this occurs, Malaysia should feel the impact within three 
months and the nation will find more than ample opportunity to 
sell its commodities and manufactures at favorable prices. If 
the OECD nations continue to experience stagnation, however, 
Malaysia will be hard-pressed to achieve the 7.0 percent growth 
rate forecast by the GOM. Already, it seems unlikely that 
forecasts for year-long prices for petroleum and rubber will be 
achieved. Thus, the 1982 current account deficit, forecast by 
the GOM to reach a record $2.9 billion, may in fact be somewhat 
higher. GOM foreign borrowing will likely match or exceed the 
1981 level. 





For 1982, the GOM has declared that it will not allow 
"shortrun" problems arising from an adverse international 
economy to force the GOM to abandon its goals of poverty 
eradication and fundamental restructuring of the economy. The 
1982 budget calls for expenditures of $14.2 billion, a 17 
percent hike over 1981 estimated spending. The budget includes 
$2.9 billion for defense and security, a 26 percent hike over 
1981, and forecasts a deficit of $4.6 billion. Along with the 
budget, the GOM adopted a number of "Supply-side" measures, 
including new tax incentives for industrial expansion, 
reductions in import duties for industrial inputs, and fiscal 
incentives to encourage key service sectors. 


Pattern and Prospects for Foreign Investment 


The U.S. is a leading source of foreign investment in Malaysia. 
along with Japan, Singapore, the United Kingdom, the 
Netherlands, and Hong Kong. U.S. investment in Malaysia at the 
end of 1981 is estimated at $2.0 billion, concentrated in 
petroleum production and distribution, manufacturing (primarily 
electronic components), banking, and insurance. 


Malaysia maintains a liberal investment code, with easy profit 
repatriation, accelerated depreciation, and possible tariff 
protection. The GOM is prepared to consider additional 
incentives for new foreign investment which contributes to 
national development in line with the NEP and the GOM's 
encouragement of growth outside the West Coast industrial 
belt. The GOM generally requires the formation of joint 
ventures, with the foreign investor limited to a minority 
interest. However, manufacture solely for export may receive 
approval for 100 percent foreign ownership. OPIC insurance for 
inconvertibility, expropriation, and war is available to 
qualified U.S. investors. 


In fall 1982, the Malaysian Industrial Development Authority 
(MIDA) will sponsor an investment-seeking mission to the U.S. 
MIDA officials will seek investors in processing and 
manufacture of raw materials produced in Malaysia (e.g., 
rubber, timber, and clay), advanced electronic equipment, 
precision instruments, aviation and avionics equipment, and 
oil-field equipment. 


The Assocation of Southeast Asian Nations (ASEAN) with its 
market of 250 million people has attracted many U.S. investors 
to the region in hopes of establishing a site for regional 
sales efforts. While ASEAN may eventually develop into a free 
trade area, intra-ASEAN trade is still subject to substantial 
trade barriers. Potential investors should ascertain the 
tariff and quota which may apply to their products. 





Prospects Bright for U.S. Exports 


GOM statistics for 1981 show imports from the United States 

valued at about $1.8 billion, up 15 percent over 1980. This 
represents 14.5 percent of Malaysian imports, second only to 
Japan's 24 percent share. 


Substantial government outlays for infrastructure and other 
major projects should provide significant opportunities for 
U.S. exports. Allocations under the Fourth Malaysia Plan 
include $1.8 billion for transport, $940 million for energy, 
and $610 million for telecommunications. Other sectors likely 
to provide export opportunities include defense, with increased 
spending for new bases and equipment; petroleum production and 
refining; and industrial projects to produce petrochemicals, 
cement, paper/pulp, iron, and steel. Substantial demand will 
also exist for engineering and architectural services. 


Major Industrial Projects 


Specific projects of possible interest to U.S. suppliers 
include: (a) oil refinery in Malacca, (b) Port Kelang thermal 
power station, (Cc) sponge iron projects in Sabah and Trengganu, 
(d) pulp and paper project in Sabah, (e) hydroelectric projects 
in Sarawak, including the Batang Ai dam, (f) port expansion in 
Penang and Pulau Lumut, (g) upgrading of the railway system, 
(h) rapid transit system for Kuala Lumpur, (i) coal conversion 
center, (j) ASEAN urea-ammonia project in Bintulu, and (k) an 
engineering support services complex. 


More details about these and other major projects may be 
obtained in the following Embassy reports: (a) Sabah Paper 
Mill, January 1982, KL 90; (b) Sabah Copper Smelter Complex, 
January 1982, KL 89; (c) Railroad Double-tracking, January 
1982, KL 31; (d) LPG Processing Plants, November 1981, KL 7582; 
(e) Light Rail System for Kuala Lumpur, November 1981, KL 7318; 
(£) Energy Resources and Energy-Related Projects, July 1981, KL 
4413; (g) Penang Port Expansion, June 1981, KL 3922; (h) 
Sarawak Hydroelectric Development, June 1981, KL 3875;(1) 
Electric Power Projects in the Fourth Malaysia Plan, May 1981, 
KL 2668, and (j) Downstream Projects in the Petroleum Sector, 
September 1979, KL A-78. 





Active Schedule of U.s. Export Promotion Events 


Reflecting attractive export opportunities in Malaysia and 
ASEAN, and growing U.S. interest, the U.S. Department of 
Commerce and the Embassy in Kuala Lumpur is planning an active 
schedule of trade promotion events to assist U.S. companies in 
their marketing efforts. On the 1982 schedule for Kuala Lumpur 
are an Architectural, Consultancy, and Engineering Services 
Trade Mission (July); a Telecommunications Equipment Trade 
Mission (October); a State of Iowa Trade Mission (October); and 
an Electrical Power Generation and Transmission Trade Mission 
(November). Scheduling for these events has not yet been 
completed. Each of these missions and shows will visit other 
countries in the region. U.S. firms interested in an 
introduction to or expansion in the Malaysian market should 
contact the U.S. Department of Commerce in Washington or their 
nearest Commerce Department District Officer for further 
information. 











